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EIOPA's catastrophe risk work stream (CAT WS) - 
Draft conclusions for 13 July 2017 telecon

Participants (am/pm indicates attendance to morning/afternoon session, respectively): Jens Berger (BaFin, DE; am/pm), Jérôme Bourtembourg (NBB, BE; am/pm), Michael Brunner (CRO Forum; am/pm), Javier Castillo García (MINECO, ES; pm), Gabriela Chavez-Lopez (Corelogic; am/pm), Ian Cook (Willis Towers Watson; am/pm), Susanne Diebel (AIR; am/pm), Fabrice Felden (RAB; am/pm), Eduard Held (PERILS; am/pm), Tom Jowett (JLT Re; pm), Francisco Loureiro (ASF, PT; am/pm), Roy Nitze (EIOPA; am/pm), Adam Podlaha (Impact Forecasting; am/pm), Mustapha Aouichi (ACPR, FR; am/pm), Nicolas Pondard (PRA, UK; am/pm), Laura Prieto (MINECO, ES; am/pm), Françoise Renglet (NBB, BE; am), Angus Scorgie (Insurance Europe; am/pm), Simon Simonsen (FTNET, DK; am/pm), Dagmar Völker (EC; pm), Justin Wray (EIOPA; am)

General remarks
Additional telecon announced for 27 July 2017 (most likely similar mode, i.e. two time slots)
Choice of time slots for 24/25 Aug 2017 meeting confirmed: starting 24 Aug 2017 around lunch time, until around 18h00 CEST; reconvening early on 25 Aug 2017 (around 09h00), close meeting at 14h00
Conclusions on simplifications
Michael will provide a draft mathematical representation (with necessary legal drafting) of
Option 3 (country level allocation with prudency factor), incl. considerations on a sliding factor, which takes into account addition prudency and an incentive towards improved geo-coding of risks; the proposed prudency factor should increase from the value of 1, proportional to un-allocated percentage of the portfolio, to the maximum risk zone weight of the particular scenario; the considerations should also reflect on the compliance of such factor design with the requirements of art. 88 DR;
Option 5 (allocation to risk zone with highest relativity factor);
Option 6 (allocation of un-allocated part according to the spatial distribution found in the already allocated part of the portfolio), incl. a discussion  on whether it can be rightfully assumed (or not) that the part of the un-allocated part of a given portfolio resembles the already allocated part in its spatial distribution (to be prepared by Francisco, in collaboration with Roy, with contributions from Michael [and Silvia, as per below] in terms of example cases where the allocation of both parts could coincide); it should also be discussed what implications such an approach would have in terms of supervisory assessment.
It was noted that, in terms of materiality, option 6 is what is currently market standard when pricing reinsurance, but that only comparably small un-allocated parts (5%, but not 20%) would be treated with this approach;
A remark was made that the merit of correctly allocating very small portions of a portfolio, at the size of two or three per cent, with heavy machinery does not contribute significantly in terms of risk-sensitivity;
Silvia (absent from telecon, as annouced) agreed to provide example cases for un-allocated PF parts, assessment of materiality of the problem in terms of # of undertakings affected, % of SCR per undertaking/LoB/market; these examples could e.g. be used for investigation on possible common features of these cases, which could be used as a basis for determining a quite low applicability threshold (at the size of around the 5% mentioned before) for option 6.
For the final proposal by the CAT WS to the SCR review PG from the set of feasible options, it should be considered to have some numerical support in terms of the materiality of the final option. While some members recommended a modest consideration of numerical assessment, others were in favour of back-testing to learn about the impact of the simplification.
In order to have a reasonable balance between the additional workload and the benefit in terms of justification of the option to be proposed, it was agreed to use a small collection of (representative) scenarios (around four), for which PERILS data is available, mask some of the exposure "un-allocated", according to best/worst case (with potential tweaks, as suggested by Gabriela) and calculate the difference in SCR for these scenarios. Eduard agreed to PERILS IEDs to be used. ES colleagues will check whether this approach suits their needs, as they requested to have some backtesting.
· It was discussed whether a section of the draft Discussion paper on simplifications could be devoted to considerations on the application of the simplification only to a part of the portfolio. There might be a huge difference between generally choosing a simplified approach and applying it only to a part of the portfolio. This difference could arise in terms of art. 88 DR, supervisory implications and eligibility of the partial simplification within the framework of art 109(a) Solvency II Directive. During the call, the issue was rather pushed outside the scope of the CAT WS. If it should be regarded of value to include this discussion, it is suggested to Insurance Europe to coordinate with supervisors in the CAT WS on drafting such a section for the paper.
Conclusions on re-calibrations
· very detailed and valuable introduction to the design and calibration of the NatCat sub-module of the SF by Ian -> basis for a decision on the CAT WS's own approach to derive recalibrated parameters for the mandated scenarios;
· Main finding: very time consuming process, regardless of which method for calibration (i.e. first and foremost agreeing on a process towards a final single value for a given parameter) is chosen;
· EIOPA will start a concise written procedure among CAT WS members to express their preferences and reasoning for their choice (according to certain criteria, such as expenditure of time vs. timing needs, cross-border consistency of the outcome, eligibility for documentation needs w.r.t. ORSA requirements [appropriateness of SF for SF user's PF must be demonstrated]) in the week starting 17 July 2017;
· EIOPA will come up shortly after with proposal for calibration process based on feedback from CAT WS members.
· Decision on calibration process before end of July necessary;
· Members noted that CAT WS should seek to possibly reduce
· # of scenarios by deciding according to country factors whether in a specific case recalibration might not be necessary,
· # of parameters (just country factors might be sufficient, as they are focussed by stakeholders and as it was shown by Ian that they have the most impact on average industry level; zone relativity, and especially correlation matrices let necessary work grow exponentially);
For this purpose, it might be beneficial to check where particular parameters were challenged (EIOPA: parameter specific concerns most likely only for GR EQ; to be checked);
Concerns were raised by other members that such reduction approach might be accused by EIOPA stakeholders to be improper, as it does not render a "full recalibration", in which way the mandate could be interpreted;
It was noted that the impact of any recalibration is important to bear in mind: a 10% increase of a country factor means on average a 10% increase of SCR, which might be easier to accept/defend/justify than a 40% SCR increase for an individual company due to recalibration of zone relativity and correlation (where the latter two might in addition be based on scarce input).
"Reduction approach" needs to be discussed in the issue paper on the calibration process.
· Eduard presented the status on the agreed collection of proposals for country factors:
· Considerable part of the submissions missing: model owners are requested to respond to Eduard on short notice, either with the input, or with an indication of the submission date or with statement of non-submission!
· Next step: it was agreed that Eduard should circulate anonymised proposals for country factors in order to gain some feeling about 1) how many country factors need actually to be recalibrated (if only one value submitted for a given , it might be easier) and 2) how close/dispersed these are; subsequently: treatment according to the to-be-agreed process;
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